ATTACHMENT |

REED ACT DISTRIBUTIONSUNDER THE TEMPORARY EXTENDED
UNEMPLOYMENT COMPENSATION ACT OF 2002
QUESTIONS AND ANSWERS

IN GENERAL

1. Question: How was my gate' s share of the total amount of the $8 billion Reed Act distribution
determined?

Answer: Ingenerd, each Sat€' s shareis based on its proportionate share of FUTA taxable wages for
cdendar year 2000. The specific formulais asfollows:

First, the amount of Reed Act moneys that would have been distributed in October 2001, had
the distribution not been capped at $100 million, was determined. This amount was about
$9.34 billion. (Section 903(d)(2)(A)(i), SSA, as added by the TEUCA.)

Second, each gtate€' s share of the $9.34 billion was determined based on the state's
proportionate share of FUTA taxable wagesin caendar year 2000. (Section 903(d)(2)(A),
SSA, as added by the TEUC, and Section 903(a)(2), SSA.)

Third, each stat€’ s share of the $100 million actualy distributed in October 2001 was deducted.
Thisresulted in afigure of about $9.24 billion. (Section 903(d)(2)(A)(ii), SSA, as added by
the TEUCA.)

Fourth, the $8 billion cap was applied. (Section 903(d)(2)(B)(i), SSA, as added by the
TEUCA.) According to Section 903(d)(2)(B)(ii), SSA, as added by the TEUCA, this
reduction is applied “ratably.” This meansthat each sat€' s share of the $9.24 billion was
reduced proportionately to result in the $8 hillion distribution.

2. Question: My date has borrowed under Title X1, SSA, so that it can continue to pay benefits.
Does this affect my Reed Act distribution?

Answer: Yes. The amendments sate that the existing provisions gpplying to any outstanding
advances shdl apply. Specifically, Section 209(c), TEUCA, provides that Section 903(b), SSA, “shal
apply to” the $8 hillion Reed Act transfer. Section 903(b)(2), SSA, provides that the Reed Act
digtribution for a state will be reduced “by the balance of advances made to the State under section
1201, SSA” for purposes of reducing the outstanding loan. The upshot is that the state with an



outstanding loan recaives its full share of the digtribution in terms of dollars, however,
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the amount distributed as Reed Act moneysis reduced or diminated depending on whether the
outstanding advance exceeds the sate' s share of Reed Act funds.

3. Question: For what may the $8 billion distribution be used?

Answer: Asisthe case with regular Reed Act digtributions, the amounts are limited to the payment of
UC and the adminigtration of the state’'s UC law and its system of public employment offices. More
gpecific information is provided in the Questions and Answers under “Use for Benefits’ and “Use for
UC and ES Adminigration.” Details about requirements related to use of these funds are provided in a
series of Questions and Answers below.

4. Question: If the $8 billion trandfer is limited to the payment of certain adminigtrative costs and the
payment of UC, does this mean it may not be used to reduce employer taxes?

Answer: No. Theuselimitations apply only to expenditures. A state’ s share of the Reed Act
distribution may increase the baance in the state’ s unemployment fund, and, as aresult, lower employer
taxes. Employer rates must, however, continue to be assigned on the basis of an employer’ s experience
as provided under Section 3303(a)(1), FUTA.

USE FOR BENEFITS

5. Question: Isthe usefor benefits of the $8 hillion digtribution in any way restricted? For example, is
it restricted to the payment of part-time workers or payments based on alternative base periods?

Answer: Thereare someredrictions. In generd, the distribution may be used for the payment of
regular compensation, including increased weekly benefit amounts, and certain payments of additiona
compensation, but not for the state' s share of extended benefits (EB). More specificdly, the distribution
may be used for any of the following benefit purposes for weeks of unemployment beginning after
March 9, 2002:

The digtribution may be used for the payment of “regular compensation.” (Section
903(d)(3)(B)(i)(1), SSA, as added by the TEUCA.) Thus, any amount of regular UC payable
under the stat€' s UC law is permissible.

“At the option of the State,” the regular compensation “may include amounts which shal be
payable to 1 or more categories of individuas not otherwise eigible for regular compensation,”
indluding part-time workers and those individuas who would qudify under an dternative base



period. (Section 903(d)(3)(C), SSA, as added by the TEUCA.) Since this provision smply
lists options, it is not exhaudtive. However, if a ate amends
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its law to pay any of these additiond categories, the UC paid to such individuals “ may nat, for
any period of unemployment, exceed the maximum amount of regular compensation authorized”
under the state’ sUC law for the same period. Thus, if the state eects to pay these specia
categories out of this $8 billion Reed Act distribution, the benefit entitlement is limited to that
gpplicable to other workers. For example, aworker using an dternative base period under this
provisonislimited to usng it for purposes of qudifying for the same weekly and maximum
benefit amounts as other workers.

The digtribution may be used for the payment of “additiona compensation,” but only upon the
exhaugtion of TEUC for individuas who would be “digible for regular compensation,” but for
the fact that they had exhausted entitlement to that regular compensation. (Section
903(d)(3)(B)(i)(II), SSA, as amended by the TEUCA.) “Additional compensation” is defined
as “compensation payable to exhaustees by reason of conditions of high unemployment or by
reason of other specid factors.” (Section 205(d) of the Federal- State Extended Unemployment
Compensation Act of 1970, as amended.)

The disgtribution may not be used for the state share of EB under the Federd- State Extended
Unemployment Compensation Act of 1970. The digtribution may only be used for payment of
regular and additional compensation as described above.

Note that, if a payment is not allowed under the Reed Act requirements, the state may instead pay
the amount from other moneys in its unemployment fund as long as the payment meets the definition
of “compensation,” that is, cash benefits payable to individuas with respect to their unemployment.
(Section 3306(h), FUTA.)

6. Question: There are workersin my state who exhausted regular compensation, but who are not
eligiblefor TEUC. May | pay additionad compensation to these workers from this Reed Act
distribution? Does this additiona compensation fall under the “categories of individuas not otherwise
eigiblefor regular compensation?’

Answer: The answer to both questionsis“no.” Since the use of the Reed Act moneys for additiond
compensation is explicitly restricted to TEUC exhaustees, additional compensation does not fal under
the “ categories of individuas not otherwise eigible for regular compensation.” Since the examples of
these categories pertain only to payments of regular compensation, they do not authorize the payment of
additional compensation to individuasindigible for TEUC. (Section 903(d)(3)(C)(iii), SSA, as
amended by the TEUCA.)



7. Question: May my state use the $8 billion Reed Act distribution to pay for weeks of
unemployment occurring prior to the date of enactment (March 9, 2002)?
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Answer: No. Thelaw explictly limits paymentsto “weeks of unemployment beginning after the date
of enactment.” (Section 903(d)(3)(D), SSA, as amended by the TEUCA.)

8. Question: Do the amendments change the treatment of EB due to the receipt of additiond benefits?

Answer: Yes. Under current EB law, any additiona compensation received by an individua causesa
reductionin the amount of EB payable. (Section 202(b)(1) of the Federd- State Extended
Unemployment Compensation Act of 1970.) However, the amendments supersede this requirement.
Additional compensation paid from the $8 billion Reed Act digtribution, which is paid “upon the
exhaugtion” of TEUC, does not reduce EB entitlement by the amount of additiona benefits paid.
(Section 903(d)(3)(B)(ii), SSA, as added by the TEUCA.) The additional compensation to which this
provision applies need not be created following the Reed Act digtribution; it may be alongstanding state
program. Ingteed, the key is whether the state uses the $8 billion distribution to finance these benefits.
Once there are no longer TEUC exhaustees in the claimant population, this exception will have no
effect.

USE FOR UC AND ESADMINISTRATION

9. Question: If my state wantsto use the $8 billion Reed Act ditribution for administrative purposes,
must my state' s legidature first gppropriate the money?

Answer: Yes. The gppropriation isexplicitly required. (Specificaly, Section 903(d)(4), SSA, as
added by the TEUCA, says the distribution may be used for administrative purposes “ subject to” the
appropriation requirements of Section 903(c)(2), SSA.) However, the amendments also provide that
one of the existing State gppropriation requirements does not gpply. State appropriations are not
required to specify that moneys appropriated must be obligated within the two-year period beginning on
the date of enactment of the state’ s ppropriation law. States are free to obligate moneys beyond this
two-year date. (State law may, however, restrict the obligation period to two years or less)

10. Question: Prior to the enactment of the TEUCA, my state enacted an appropriation alowing
Reed Act moneys distributed in fiscal year 2002 to be used for UC adminigtrative purposes. Does this
appropriation dlow my state to use some/dl of its share of the $8 hillion Reed Act distribution for UC
adminigration?

Answer: The Department has previoudy permitted Reed Act moneys to be appropriated in advance of



their availability. Therefore, it is possible that an existing State appropriation of fiscal year 2002 Reed
Act moneys permits the expenditure for UC adminigtration of the state' s share of the $8 billion Reed
Act digribution. The state will need to examine its Reed Act appropriation
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law to determine if it is sufficiently broad to permit expenditure of amounts transferred to it under
Section 903(d), SSA. Also, the state will need to determine if its genera appropriation laws permit this.

11. Question: How long isthe $8 hillion Reed Act digtribution available for adminigtrative purposes?

Answer: Thereisno time limit on the use of this digtribution (or any other Reed Act digtribution) for
adminigtrative purposes.

12. Question: May the $8 billion Reed Act distribution be used for the adminigtration of my state’'s
One-Stop system?

Answer: Yes. Reed Act moneys may be used for the “adminidtration of . . . public employment
offices” (Section 903(c)(2), SSA.) The Department has in the past taken the position that
“adminigration of . . . public employment offices’ means any function fundable under the Wagner-
Peyser Act. Asaresult, Reed Act funds may be used in the same manner that Wagner-Peyser Act
funds are used to support One- Stop systems. Examples of activities that support adminigtration and
service delivery of employment and workforce information services in One- Stop offices include:

Staff for delivery of gppropriate core and intengve service employment services,

Equipment and resources for resource rooms,

Payment for rent, utilities, and maintenance of facilities, including common spaces such as
resource rooms, reception areas, conference areas, etc. in accordance with cost sharing
guiddines,

Shared costs for operation of local one-stops including payment for one-stop operatorsin
accordance with cost sharing guiddlines,

Development of products that support service ddlivery such aslabor market information
products and job bank technology;

Computer equipment, network equipment, telecommunications equipment, application
development, and other technology resources, including assisted technology, that support
employment and workforce information service ddlivery;

Outreach and educationd materials targeted at users of one-stop employment and workforce
information sarvices,

Training, technicd assistance, and professiond development of staff who ddiver employment
and workforce information services.
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Thislig is not exhaustive, but only intended to provide examples of activitiesin the One- Stop system for
which Reed Act funds may be used. Guideines on permissible uses of Wagner-Peyser funds are found
in 20 CFR Parts 652 and 667. In addition, the Department plansto post guidance entitled One-Stop
Comprehensive Financial Management Technical Assistance Guide on Employment and Training
Adminigration webstesin the near future.

13. Question: May the $8 hillion Reed Act distribution be used to pay the costs of job training?

Answer: No. Except for training provided to UC and ES gtaff, Reed Act moneys may not be used to
provide occupationa skill training because thistraining is not a cost of adminigtering ether the sate's
UC law or its public employment offices. Just as with Wagner-Peyser funds, the Reed Act moneys
may, however, be used for activities that are presented in atraining format or a group setting but
generdly fdl within the category of job search and placement services (e.g., teaching individuas how to
interview for ajob or how to complete aresume).

14. Question: My dateisusing its share of the $3 billion Reed Act distribution to pay the benefits
costs associated with the enactment of an aternative base period (or other expansion). How will my
gate’ simplementation costs be paid?

Answer: A date may useits UC grant to pay for these implementation codts. Alternatively, since
Reed Act moneys may be used for adminigtration of the state’s UC law, the state may appropriate
Reed Act moneys to pay for cogts of implementation.

15. Question: Will my state be able to use UC and ES adminidrative grants to amortize Reed Act
purchases made with my gate' s share of the $8 hillion ditribution?

Answer: Yes. Amortization relates to the permissible use of UC and ES adminidrative grants, this
areais not addressed by the TEUCA. See UIPLs 39-97 and UIPL 39-97, Change 1, for guidance on
when amortization is permissible.

16. Question: 1sOMB Circular A-87, Cost Principles for State, Loca and Indian Tribd
Governments, gpplicable to the $8 billion digtribution or any other Reed Act digtribution?

Answer: No. OMB Circular A-87 applies only to federa grants and cooperative agreements and
Reed Act funds are neither. Use of Reed Act funds for adminigtrative activities is governed by Section
903(c)(2), SSA, which limits use to adminigtration of the state’s UC law and/or public employment
offices under the conditions specified in that section. However, Snce Reed Act moneys may not pay



costs for non-Ul/non-ES programs, in cases where an activity (such as purchasing a multi-agency
computer) benefits other activities, it will still be necessary to ensure that non-Ul/non-ES costs are not
paid from Reed Act funds. In these cases, states must alocate
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cods. Although stateswill not be required to submit cost alocation plansin such cases, in the event any
plan is reviewed by the Department, cost alocation requirements applicable to grants will be applied to
the plan.

17. Question: May | withdraw some or dl of the $8 billion Reed Act distribution and useiit to set up
an adminigrative fund at the state levd that would earn interest that could be used for adminidrative
expenses?

Answer: No. Withdrawing amountsto create an investment fund at the date leve isinconsistent with
the limitations on the use of Reed Act moneys. That is, the Reed Act moneys would not be used for the
payment of compensation or the adminigtration of the state' s UC law or system of public employment
offices. Instead, the money would be withdrawn for purposes of investment. See page 12 of
Attachment | to UIPL 39-97.

18. Question: If my gate usesthe $8 hillion Reed Act digtribution to pay for benefits, may the
amounts so used be restored so that the state can use them for adminigtrative payments?

Answer: No. Theregtoration provisons of the SSA are limited to “amounts transferred to the account
of a State pursuant to subsections (a) and (b)” of Section 903, SSA. (Emphasis added; Section
903(c)(3)(A)(i), SSA.) The $8 hillion Reed Act digtribution was not transferred to states under these
two subsections; instead it was transferred under subsection (d) of Section 903, as added by the
TEUCA.

19. Question: May theinterest earned on the Reed Act baances be used for UC and ES
adminigration?

Answer: No. Theamount of any Reed Act distribution is limited to the actud dollar amount
transferred to the dates. Therefore, interest earnings are not available for administrative purposes.

$100 MILLION DISTRIBUTIONS MADE IN 1999 - 2001

20. Question: Do the amendments affect the use of the capped $100 million Reed Act digtributions
that were made in October of 1999, 2000, and 20017

Answer: No. Although the TEUCA amendments repealed those provisons of Section 903, SSA,



addressing these capped didtributions, it aso contained a savings clause providing that “[a]ny amounts
transferred before the date of enactment of thisAct . . . shdl remain subject to section 903 of the Socia
Security Act, aslast in effect before such date of enactment.” (Section 209(a)(2), TEUCA.) Sincedl
these capped distributions were transferred prior to the TEUCA's
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enactment, their use continues to be restricted to UC administration, and no appropriation by the Sate
legidature isrequired. Although there is someindication in the legidative history that Congress intended
to reped this use limitation and reimpose the gppropriation requirement, the plain language of the law
produces the opposite resullt.

STATE REED ACT LAWS
21. Question: Isthe Department providing draft gppropriation language?

Answer: Two dternative versons of draft language were provided in Attachment 11 of UIPL 39-97.
Both of these may be used without change, except as noted in the following paragraph. Also,
Alternative 1| may be modified to delete the provision required by Section 2 of that dternative, which
pertains to the 2-year limitation on obligations since, as explained above, the 2-year limitation does not
apply to the $8 hillion digtribution.

Care should be taken in crafting state appropriation bills to assure the source of the Reed Act moneysis
clear. There should be no doubt about whether the moneys used derive from traditiona Reed Act
digtributions (those made in the 1950’ s and in October of 1998); the $100 million distributions made in
October of 1999, 2000, and 2001; and the $8 billion Reed Act digtribution. The state may indicate that
it isusing its share of the $8 hillion by specificaly referencing Section 903(d), SSA, in the gppropriation
bill or referencing the specific date on which the transfer was made to the state (March 13, 2002).
Without this information, the Department will be unable to determine if the gppropriation is consstent
with the applicable use requirements.

22. Question: Will the states need to change their permanent Reed Act provisions?

Answer: Thiswill need to be determined by each state. Some states may restrict the use of Reed Act
funds for adminigtration purposes to amounts transferred under Section 903(c), SSA. Sincethe $8
billion transfer was made under Section 903(d), SSA, states may need to make this change. The
Department is evauating whether draft language should be provided in this area.

REPORTING REQUIREMENTS

23. Question: What are the reporting instructions for the Reed Act money?



Answer: States are required to report all Reed Act transactions on the ETA 8403. Thereport is
required each month a transaction occurs (e.g., deposits to the state account, withdrawals from the
account, enactment of state gppropriations). These reports are not required if thereis no Reed Act
activity. See ETA Handbook 401. The Department expects to have these transactions
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reported on-line through the Treasury's Automated Standard Application for Payments (ASAP) soon,
and gtates will receive additiona ingructions at thet time.

Reed Act reporting ingtructions for the ETA 2112 are unchanged. (See ETA Handbook 401, 3¢
Edition, May 2000.)





